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exchange. In a system of small unit banks liquidity of assets is
of primary importance, and the private bankers of the early
nineteenth century were unwilling to tie up any great propor-
tion of their assets in advances which were not embodied in
negotiable instruments capable of being realized at need in the
market.

As banks increased in size and as the extension of branch
banking made their transactions more subject to the law of
averages, advances and overdrafts became more practicable.
Traders preferred them. The seller of goods received cash
instead of having to draw and discount a bill on which his
banker would hold him liable till it was paid at maturity. The
buyer of goods preferred the elasticity, simplicity, and secrecy
of an advance, of which no one but himself and his banker had
cognizance, to bills of exchange of which the amounts and
maturities had to be carefully regulated to meet the convenience
of his cash position. Default on a bill was a deadly sin. Delay
in paying off an advance was a matter of little consequence
except when the borrower's credit was doubtful. Bankers could
charge a rate of interest on advances higher than the market
rate of discount. The higher rate compensated them for the
loss of liquidity, and their customers were quite willing to
pay it.

When Bagehot wrote his Lombard Street in 1873, bills of
exchange still predominated. By the end of the nineteenth
century they had been almost entirely superseded in the interior
business of the country (except in the ship-building industry).

On the other hand the bills drawn to finance international
trade not only survived but grew in importance. The volume
of international trade was itself growing steadily and rapidly.
And the accepting system which made the bill on London
available not only for British imports, but for the imports of
other countries, was also growing.

The accepting system had the incidental effect of making the
British pound sterling an international currency. In any case
the commodity markets of the world were largely centralized
in England, and dealings in terms of sterling were convenient